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NEWS RELEASE Calgary, Alberta, March 23, 2005 
Hawk Announces 2004 Results and 2005 Outlook 


Hawk Energy Corp. ("Hawk" or “the Company”) is pleased to announce its operating and financial results 
for the year ending December 31, 2004, and to provide guidance with respect to the Company's 2005 
activities. Hawk has experienced rapid growth this past year and has accomplished the following: 


e Increased production over 2003 by 649% and exited the year with production of 1,675 boe/d, 
exceeding its targeted exit rate of 1,400 boe/d; 


e Generated cash flow of $7,616,522 ($0.50 per diluted share) and net income of $2,507,713 
(30.17 per diluted share): 


« Added 2,450 mboe of Proven reserves through drilling and optimization, at a Proved Finding and 
Development (F&D) cost of $9.47 per boe (including future capital), resulting in a Proved recycle 
ratio of 2.3 to 1; 


e Added 3,839 mboe of Proven plus Probable reserves through drilling and optimization, at a 
Proved plus Probable F&D cost of $6.96 per boe (including future capital), resulting in a Proved 
plus Probable recycle ratio of 3.1 to 1; 


» Increased its Proved reserve base (working interest, before royalties) to 4,202 mboe which is 
forecast to generate a Net Present Value, discounted at 10% before tax, of $57.6 million; 


* Increased its Proved plus Probable reserve base (working interest, before royalties) to 6,079 
mboe which is forecast to generate a Net Present Value, discounted at 10% before tax, of $75.0 
million; 


* Drilled 40 (32.8 net) wells, 75% of which were classified as exploration, resulting in 28 (21.4 net) 
producers for an overall Success rate of 70% in 2004; 


« Discovered 14 new gas pools and 3 new ail pools; 
e Divested 70 boe/d of high operating cost southeast Saskatchewan production; 


»® Assembled a drilling inventory in excess of 25 high quality exploration and development 
prospects that will provide a strong platform for continued growth in 2005 and beyond. 


2004 Operational Review 


Hawk's business strategy is to profitably grow the Company on a per share basis by focusing on cash 
flow. We accomplish this by targeting high netback production in low-cost areas. These areas are 
characterized by year-round access, available existing infrastructure, moderate drilling depths, affordable 
land costs and in-house technical knowledge. 

Hawk's exploration activities have been focused on generating a diverse and technically sound inventory 
of drilling opportunities with multi-zone potential. The Company has concentrated its exploration efforts in 
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southern and central Alberta, where high-quality reserves and strong initial production rates can be 
attained at reasonable costs. 


During 2004, Hawk has had continued success drilling high working interest exploration wells. The 
Company drilled 40 (32.8 net) wells, 75% of which were classified as exploration, resulting in 28 (21.4 
net) wells capable of production. This represents an overall success rate of 70%. Hawk has continued to 
focus its efforts in southern and central Alberta and in southeast Saskatchewan. In 2004, the Company 
drilled the following wells in its core areas: 


Retlaw, Alberta (94% Avg. WI): The Company drilled nine (8.5 net) wells in the Retlaw area resulting in 
five (4.5 net) wells capable of producing natural gas and one (1.0 net) producing oil well. Current net gas 
production at Retlaw is 3,300 mef/d. One (0.5 net) gas well remains to be tied in. The one oil well is 
producing at a rate of 35 bopd. Additional drilling is planned on this oil discovery in the second quarter. 
Hawk is continuing to build its land inventory in this multi-zone area. 


Edmonton, Alberta (50% Avg. WI): Hawk drilled 13 (8.14 net) gas tests in this area resulting in 10 (5.64 
net) wells that are capable of gas production. Seven (3.64 net) of these wells will be on production by the 
end of the first quarter of 2005 with the remaining three to be brought on-stream in the second quarter. 
Before tieing in these seven wells the Company is producing a net 2,200 mcf/d in the Edmonton area. 
Discoveries made by Hawk in this area are notable for their long life reserves. 


Veteran, Alberta (95% Avg. WI): The Company drilled eight (7.8 net) wells at Veteran and cased five (3.9 
net) for production. Current natural gas production is 2,400 mcef/d net from a new gas pool discovery. A 
new ail pool discovery is presently producing 60 bopd of light oil and will be further developed in the 
second quarter of 2005, 


Chinook, Alberta (100% WI): Hawk is excited about an evolving play in southeast Alberta in a multi- 
zone, natural gas prospective area. One (1.0 net) well was cased for natural gas potential in late 2004 
and will be evaluated during the second quarter of 2005. The Company continues to evaluate the 1,700 
kilameters of 2D seismic data it acquired in 2004 and has plans for additional drilling during the summer. 
Thus far, Hawk has acquired 11 sections of prospective crown land. 


Southeast Saskatchewan (72% Avg. WI): Hawk is continuing to optimize its five high working interest, 
core properties in this region. The Company also drilled two (1.1 net) horizontal wells in this area and has 
plans for an additional two horizontal wells and one vertical well in 2005. At present Hawk is producing in 
excess of 420 boepd, net of the 70 boepd of non-core assets from this region which were divested in 
2004. 


2004 Reserves 
The reserves of the Company were evaluated by Gilbert Laustsen Jung Associates Ltd. ("GLJ’), as at 


December 31, 2004, Utilizing the methodology and definitions set out in National Instrument 51-101 and 
converting gas to barrels of oil equivalent at 6 mcf to 1 boe, Hawk’s December 31, 2004 reserves are as 


follows: 
Company Interest Before Tax Present Value of 
Reserves Before Royalty Future Net Revenues (000's) 
Oil Gas NGL's BOE's Discounted at 
mbbls mme mbblis mboe's 0% 10% 15% 

Proved Producing qigeitne i ae ke] 22 2,551 45,620 33,890 30,358 

Proved Non- 
Producing 133 §,293 131 1,146 20,007 Wee E! 15,037 
Proved Undeveloped 317 rs: } 0 505 9.628 6,491 5,518 
Total Proved 1,688 14,174 153 4,202 80,815 57,634 50,914 
Probable 779 6,276 hd iW Shh ie) 17 ,o80.. 213,368 


Proved plus Probable 2.467 20,450 204 6,079 116,690 75,014 64,281 
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2004 Finding and Development Costs 


Finding and development costs are 4 measure of capital efficiency and are calculated by dividing total capital 
costs for the period by the change in reserves (including revisions) for the same period. Under 51-101, the 
implied methodology to be used to calculate F&D costs includes incorporating changes in future 
development capital required to bring the Proved Undeveloped and Probable reserves to production, 


Based on total 2004 capital expenditures of $19.6 million and inclusive of future development capital of $3.6 
million for proved reserves and $ 7.1 million for proved plus probable reserves, Hawk's finding and 
development costs were $9.47/boe for Total Proved reserves and $6.96/boe for Total Proved plus Probable 
reserves. 


Undeveloped Land 


At December 31, 2004, Hawk had a total of 71,754 (50,677 net) acres of land under title of which 45,287 
(31,779 net) acres were undeveloped, 


Eighty-three percent (83%) or 37,541 (25,163 net) acres of the undeveloped land was located in Alberta 
while 17% or 7,746 (6,614 net) acres, was located in Saskatchewan. 


2005 Outlook 


Since Hawk's inception in April 2003, the Company has been successful in adding value through both drilling 
and acquisitions. The Company has prudently invested $32.8 million to date creating a company which on 
December 31, 2004 produced 1,675 boe/d with proved reserves of 4.2 million boe. The Company has also 
positioned itself with land and seismic to continue the momentum created in 2004. 


The Company has set a capital budget for 2005 of $20 million. This budget will result in the drilling of 40 
high working interest wells. The majority of these wells will be drilled in Hawk's core areas of Retlaw, 
Edmonton, Veteran, Chinook and southeast Saskatchewan. To date in 2005, Hawk has drilled five (3.2 net) 
wells. Hawk plans on spending approximately 20% of its 2005 budget on deeper, higher risk prospects in 
western Alberta. 


Based on drilling success in the fourth quarter of 2004 and the first quarter of 2005, Hawk is increasing its 
production guidance for 2005 to average 2,000 boe/d with a year-end exit rate of 2,400 boe/d. 


Hawk is well positioned to take advantage of the many excellent opportunities available to grow the 
Company, given its strong balance sheet and prospect inventory. Having transformed from an emerging 
start-up, into a junior oil and gas producer in 2004, Hawk is continuing its fast-paced growth in 2005. 


Management’s Discussion and Analysis 


Management's discussion and analysis ("MD&A") of the financial condition and the results of operations 
should be read in conjunction with the audited financial statements and related notes for the year ended 
December 31, 2004. 


Production information is commonly reported in units of barrel of oi] equivalent or boe, For the purposes 
of computing such units, natural gas is converted to equivalent barrels of oil using a conversion factor of 
six thousand cubic feet to one barrel of oil. The conversion ratio of 6:1 is based on an energy 
equivalency conversion method, which is primarily applicable at the burner tip. It does not represent 
equivalent wellhead value for the individual products. Such disclosure of boes may be misleading, 
particularly if used in isolation. 


All amounts are in Canadian dollars unless otherwise stated. 
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This disclosure contains certain forward-looking estimates that involve substantial known and 

unknown risks and uncertainties, certain of which are beyond Hawk's control, including the impact of 
general economic conditions in Canada and the United States; industry conditions; changes in laws and 
regulations including the adoption of new environmental laws and regulations and changes in how they 
are interpreted and enforced; increased competition; the lack of availability of qualified personnel or 
management; fluctuations in commodity prices; foreign exchange or interest rates; stock market volatility 
and obtaining required approvals of regulatory authorities. Hawk's actual results, performance or 
achievement could differ materially from those expressed in, or implied by, these forward-looking 
estimates and, accordingly, no assurances can be given that any of the events anticipated by the 
forward-looking estimates will transpire or occur, or if any of them do so, what benefits, including the 
amounts of proceeds, that Hawk will derive therefrom. 


The term "cash flow fram operating activities” or “cash flow’, which is expressed before changes in non- 
cash working capital, is used by the Company to analyze operating performance, leverage and liquidity. 
The term “netback”, which is calculated as the average unit sales price, less royalties and operating 
expenses, represents the cash margin for every barrel of oil equivalent sold. These terms do not have 
any standardized meaning prescribed by the Canadian Generally Accepted Accounting Principles 
(GAAP) and, therefore, might not be comparable with the calculation of a similar measure for other 
companies. 


Comparability of Prior Period Results 


Hawk Energy was incorporated on January 16, 2003 and began operations in April 2003. As such the 
prior period results may not be comparable. 


Production 


[ t~<“i‘sSSCSCSCSSCSLSSCYe@ ar / Period ended December 31 % Change 
J os Sk | Be ey 2004 a in 2003 (95 a 


2004 2003 


NGL’s (bbls/d ea aes ea i ea 
Total (boe/d W004 147 649 


The Company added production during 2004 exclusively through drilling and optimization activities. 
Sixteen new gas wells were tied in and brought on production in the Retlaw, Edmonton and Veteran 
areas. These wells have added 6,300 mcfd net to the Company's gas production. Also, five new oil wells 
have been drilled and placed on production in the Retlaw, Veteran, Lloydminster and southeast 
Saskatchewan areas. These wells have added 150 bopd net to the Company's oil production. Hawk also 
divested 70 boe/d of high operating cost southeast Saskatchewan oil production. 


Petroleum and Natural Gas Sales ($) 


Year / Period ended December 31 


Per barrel 
Natural gas sales 
Per mcf 


NGL sales 
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During 2004, Hawk received $45.65 per barrel for its oil production, a 48% increase over the average oil 
Price received in 2003. Hawk's 2004 oil production was comprised of 82% light oil originating from 
southeast Saskatchewan, where the Company received an average price of $47.30 per barrel; 11% 
heavy oil originating from Marsden, western Saskatchewan, where the Company received an average 
price of $29.19 per barrel and 7% from light oil originating frorn its Veteran, Endiang and Retlaw 
properties in east central and southern Alberta, where the Company received an average price of $52.74 
per barrel. In 2004, the Company received $6.21/mcf for its gas production, a 25% increase over the 
average gas price received in 2003. Approximately 93% of Hawk's gas was produced from Alberta 
properties, 4% was produced from western Saskatchewan and 3%, primarily associated gas from the oil 
production, was produced from southeast Saskatchewan. The Company received $46.93 per barrel for 
its NGL production, Hawk produced 4,608 barrels of NGL's in conjunction with gas production from eight 
of its properties. 


In 2004, both oil and gas prices were well ahead of prices received in 2003. Oil prices rose to record 
levels due to supply concerns coupled with surging global demand. Oil supply shocks throughout the 
past year tightened the global supply situation and confirmed that OPEC had reduced excess capacity. 
This reduction combined with continued strang global demand led to sustained oil prices which were 
significantly above historic levels. The high oil price environment had little impact on world-wide demand 
and also supported natural gas prices throughout the year. West Texas Intermediate (WTI) ail prices 
averaged US$41.44/bbl, 33% greater than the 2003 average of US31.09/bbl, and ended the year at 
US343.45/bbl. Likewise NYMEX natural gas prices averaged US$6.18/mmbtu, 13% greater than the 
2003 average of $US5.49/mmbtu, and ended the year at US$6.15/mmbtu. The high oil and gas prices 
witnessed during 2004 are expected to continue into 2005. 


The Company had no hedging contracts during 2004. 


Royalties 


| PVPS PRD cae | Year ended December 31, 2004 Period ended December 31, 2003 
EEE eto cee Ie | (8) | _—«Rooallty Rate (% 


ARTC E 
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Hawk's 2004 gas royalties were 28.2% compared with 20.6% in 2003. Hawk's gas royalties are 
predominantly Crown and attract the ARTC. |In 2004, Hawk's ARTC eligibility exceeded the $500,000 
corporate limit, resulting in higher average gas royalties. During 2004, Hawk's oil royalties, which are 
comprised of Crown, freehold and gross overriding royalties, were 23.4%. Over the same period in 2003, 
Hawk's oil royalty rate averaged 19.3%. As oil royalty rates in Saskatchewan are rate dependent, Hawk's 
2004 increased oil royalty rates reflect higher oil production per well. In 2004, Hawk increased its average 
oil production rate per well through optimization activities and also divested of low oil rate production. 
Hawk's average royalty rate for NGL production in 2004 was 33.2% as compared with 30.6% in 2003. 


Operating Expenses 
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During 2004 Hawk's total unit operating cost was $8.31/boe, This compares with the Company's 2003 
unit operating cost of $8.13/boe. Hawk's 2004 natural gas expense was $0.77/mcf or $4.64/boe 
compared with $0.66/mcf for the same period in 2003. The Company's oil and NGL expense in 2004 
was $13.71/boe and is further broken down to $9.43/boe for its light oil and NGL production in Alberta, 
$13.90/boe for its light oil production in southeast Saskatchewan and $15.70/boe for its heavy oil 
production at Marsden, in western Saskatchewan. At Marsden, production declines account for the 
increased per unit operating cost as compared with the $6.74/boe reported in 2003. This year's 
operating costs in southeast Saskatchewan are slightly higher than the $13.58/boe reported in 2003, but 
are also inclusive of numerous workovers resulting from optimization opportunities which were identified 
and acted upon in 2004. 


Field Netbacks 


| ears Year ended December 31, 2004 Period ended December 31, 2003 


Oil & NGL Gas Nethack | Boe Netback | Oil & NGL Gas Netback | Boe Netback 

Netback ($/mcf) ($/boe) Netback ($/mcf) ($/boe) 
$/bbl $/bbI 

price 


expense ’ 
Netback 


The Company's field netbacks are derived from subtracting royalties and production expense from the 
sales price. The Company's field netback increased 33% over 2003. 


Recycle Ratlo 


The recycle ratio is a measure used to evaluate the effectiveness of a company’s re-investment program. 
The ratio measures the efficiency of turning a barrel of oil equivalent of reserves into a new barrel of oil 
equivalent of production. It accomplishes this by measuring the field netback per barrel of oil equivalent 
to that year’s Proven and Proven plus Probable finding and development costs. 


Year / Period ended December 31 
Se ee ee 


2004 2003 

Field Netback ($/boe 
Proved F&D ($/boe 
Proved Recycle Ratio 
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Proved + Probable Recycle Ratio 


General and Administrative Expense (G&A) 


| tti(i‘“‘é; rl Year ended December 31. 2004 Period ended December 31, 2003 
Gross G&A Expense 1,260,942 608,663 
Capitalized Overhead 422,645 (193,124 
Net G&A Expense 838,297 415,539 


The Company's Gross G&A Expense was $1,260,942, an increase of 107% over the same period in 
2003. The increase is directly attributable to a higher production base as well as the G&A expense being 
incurred over a full year as Opposed to a partial year in 2003. Hawk capitalized the portion of its G&A 
expense which was directly related to the geological and geophysical work performed to generate 
exploration prospects. During 2004, the Company's net G&A was $838,297 or $2.09/boe. On a unit basis 
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this represents a 73% reduction in comparisan to 2003. The Company's G&A expenses are expected to 
continue to decrease on a per boe basis during 2005 as production is increased. 


Interest and Stock Based Compensation Expense 


The Company incurred a net interest expense of $37,025 in 2004 compared to net interest income of 
$134,621 generated in 2003. The interest expense was higher in 2004 because the Company 
periodically utilized its credit facility. 


Hawk's stock based (non-cash) compensation expense was $604,598 or $1.50 per boe in 2004 
compared to $77,764 or $1.45 per boe in 2003. These values were calculated using the Black-Scholes 
option-pricing model. The assumptions used in the Black-Scholes model were expected volatility of 
150%, risk free interest rate of 4% and time to exercise of 3 years. 


Depletion, Amortization and Accretion Expense 


sds Year ended December 31, 2004 
Depletion Expense 2,296,010 245.665 | 4.58 | 
Amortization Expense 679,006 64,920 
121,639 1,612 

3,096,655 312,087 


Hawk follows the full cost method of accounting as described in the CICA’s accounting guideline 16, “oil 
and gas accounting — Full Cost’. Accordingly, the cost of all wells, both successful and unsuccessful, are 
added to the Company’s capital base and are depleted at the rate of production over the remaining 
proven reserves as determined by the December 31, 2004 Gilbert Lausisen Jung report. During 2004, 
the Company's Depletion, Amortization and Accretion Expense was $3,096,655 or 37.71/boe verses 
$5.82/boe in 2003. The majority of the increase is attributable to the higher costs of adding reserves in 
2004. 


(fee 


Income Taxes 


On June 9, 2003, the Canadian government substantially enacted federal income tax changes for the oil 
and natural gas sector as it had outlined in its 2003 budget. Resource tax rates will decline from the 
current 27 percent to 21 percent by 2007. Concurrently, the 100 percent deductibility of the resource 
allowance is being phased out and Crown charges will become 100 percent deductible. 


During 2004, Hawk incurred current taxes of $236,257 and made a provision for future income taxes of 
$1,407,556. The current taxes are the result of the Saskatchewan tax and resource surcharge. 


The Company had the following income tax pools available at December 31, 2004: 


Annual Deduction Tax 

Available Pools 
Canadian exploration expenses (CEE) 100% $3,305,197 
Canadian development expenses (CDE) 30% 1,624,219 
Canadian oil and gas property expenses (COGPE) 10% 5,626,954 
Undepreciated capital costs 25% 5,492,205 
Share Issue Cost 100% 1,207,523 
Non-capital losses carried forward 100% 32,844 


Total $17,288,942 
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Cash Flow from Operations 


Petroleum and natural gas 
revenue 


LG) 


In 2004, the Company generated cash flow from operating activities of $7,616,522 ($0.50 per diluted 
share). This represents an increase of 1,265% verses 2003. The increase resulted from increased 
production rates and stronger commodity prices. 


Net Income and Cash Flow from Operating Activities 
Net Income is derived from cash flow fram operating activities less stock based compensation, depletion, 


amortization & accretion expense and future income tax. There has been a substantial increase in net 
income due to production growth and to a lesser extent an increase in the commodity price. 


| Sareea: 35, 2004, PWR Year ended December 37, Period ended December 31, 
2004 2003 

Less: Stock based 0.04 77,764 
compensation 

Rms ot NE 

Accretion expense 

fza074566)) Wenn 0.00 welamn h146 556 00] RONDO? 
hn aa 
Capital Expenditures ($) 

fC t~—‘“‘CSCSCSCSCSCSCSCST Year ended December 31,2004 | Period ended December 31, 2003 | 
salaries capitalized 


*Corporate assets include office improvements, equipment, computer hardware and software. 


The Company incurred gross capital expenditures of $20,911,935 ($19,646,354 net after proceeds fram 
property dispositions) in 2004 drilling a total of 40 (32.8 net) wells. 
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Liquidity and Capital Resources 
On December 31, 2004, the Company had no debt and a working capital deficit of $4,248,184. 


On June 24, 2004, the Company entered into a revolving, reducing demand credit facility agreement with 
a bank for $12,000,000 at an interest rate of prime plus one-quarter percent per year. Starting July 31, 
2004, the amount of the facility available was reduced by $600,000 per month. On December 31, 2004, 
the Company had zero drawn from this credit facility. 


On January 20, 2005, the Company entered into a revolving, reducing demand credit facility agreement 
with a bank for $14,000,000 at an interest rate of prime plus one-quarter percent per year. Starting 
February 28, 2005, the amount of the facility available will be reduced by $450,000 per month. 

2005 Capital Budget 

Hawk’s Board of Directors approved a $20.0 million 2005 capital budget which will result in the drilling of 
approximately 40 high working interest wells in 2005. The majority of these wells will be drilled in Hawk’s 
core areas of Retlaw, Edmonton, Veteran, Chinook and southeast Saskatchewan. Hawk plans on spending 
approximately 20% of its 2005 budget on deeper, higher risk prospects in western Alberta. 

Contractual Obligations 

Pursuant to the May 22, 2003, initial public offering, the Company issued flow-through shares, whereby 
the Company is required to incur $9,250,000 of qualifying flow-through expenditures. To the period ended 
December 31, 2004, Hawk has incurred sufficient qualifying expenditures to satisfy its flow-through 
obligation. 


The Company is also committed to a minimum annual lease payment of $24,850 under a rental 
agreement for office space until September 2005. 


Dividend Policy 


Hawk pays no dividends as all cash generated from operations is used to finance the drilling and 
acquisition activities of the Company. 


Quarterly Results ($) 


The following table summarizes certain quarterly financial information relating to the Company. 


Quarter Ended Cash Flow (loss) Net Income (loss) 
Natural Gas Revenue 

December 31, 2004 6,238,090 
September 30, 2004 4,169,515 
June 30,2004 3,345,385 
March 31, 2004 2,586,071 
December 31, 2003 1,334,781 
September 30, 2003 
June 30, 2003 
March 31, 2003 : 
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Summary of Fourth Quarter Information ($) 


sera 2004 | |: co ae 2003 1 RRNA RA, | 

Production (boe/d 
Revenue 367 

Per boe 

Royal ut (653/759 t| ey mang 264) GBB? ere Pie ECON! 

Per boe 

Operating Costs 

Per boe 

G&A Expense 

Per bod imitates 9%| cain ee lee mrnte ds 257 |fen ene) 1 (62).| 

NetInterest(Income) | 42,770 | (48,178) | 

PEh Hoe earn amen 20 en 107.2)"| eee es 

Per -boe 

Cash Flow 

Per boe 


In comparing the fourth quarter of 2004 with the same period in 2003: 

¢ production increased by 239% due to a successful 2004 drilling and optimization program; 

« per unit revenue received increased by 38% due to stronger oil and natural gas prices; 

® per unit royalty increased by 107% as a result of increased prices received and as a result of a 
higher percentage of gas (71% in 2004 verses 40% in 2003) which attracts a higher royalty; 

« per unit G&A decreased by 62% as a result of increased production in 2004; 

¢ per unit cash flow increased by 77% , largely as a result of higher commodity prices, lower 
operation costs and lower G&A costs. 


2004 Stock Price and Trading Activity 


Wiis oo Cen OC ene ea en eee 


11,430 19,930 4,450 18,470 54,280 
Critical accounting policies 


Hawk's accounting policies are described in note 2 to the consolidated financial statements. 
Certain accounting policies are identified as critical accounting policies because they form an 
integral part of Hawk's financial position and also require management to make judgments and 
estimates based on conditions and assumptions that are inherently uncertain. These accounting 
policies could result in materially different results should the underlying assumptions or conditions 
change. 
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Management assumptions are based on Hawk's historical experience, management's 
experience, and other factors that, in management's opinion, are relevant and appropriate. 
Management assumptions may change over time as further experience is gained or as operating 
conditions change. 


Business risks 


The oil and natural gas industry is subject to numerous risks that can affect the amount of cash 
flaw from operating activities and the ability to grow. These risks include but are not 

limited to: 

* fluctuations in commodity price, exchange rates and interest rates; 

= government and regulatory risk in respect of royalty and income tax regimes; 

* operational risks that may affect the quality and recoverability of reserves; 

* geological risk associated with accessing and recovering new quantities of reserves; 

= transportation risk in respect of the ability to transport oil and natural gas to market; 

* capital markets risk and the ability to finance future growth; 

* weather risk in respect of the ability to enter and drill wells in some wet areas; 

* gas processing risk in respect of the ability to process gas into third party owned facilities; and 
* regulatory risk in respect of the ability to license and produce sour wells in populated areas. 


Hawk strives to minimize these business risks by: 

- employing management and technical staff with extensive industry experience; 

* adhering to a strategy of exploring, developing, acquiring and optimizing quality, low-risk reserves 
in areas where we have technical and operational expertise: 

* developing a diversified, balanced asset portfolio that generally offers developed 
operational infrastructure, year-round access and close proximity to markets; 

* maintaining a low cost structure to maximize cash flow and profitability; 

* maintaining prudent financial leverage and developing strong relationships with the 
investment community and capital providers; 

* adhering to strict guidelines and reporting requirements with respect to environmental, 
health and safety practices, 

* maintaining an adequate level of property, casualty, comprehensive and directors’ and 
officers’ insurance coverage; 

« scheduling the drilling of wells in wet areas in the winter months; 

* securing gas processing agreements before gas wells are drilled; and 

+ investigating anticipated well licensing difficulties before land is purchased. 


Changes In accounting policy 
The following two accounting policy changes in accounting policy were adopted by Hawk in 2004. 
Asset retirement obligation (ARO) 


The new Canadian Institute of Chartered Accountants ("CICA") standard for Asset Retirement 
Obligations changes the method of accounting for certain site restoration costs. Under the new 
standard, the fair value of asset retirement obligations are recorded as liabilities on a discounted 
basis, when incurred. The value of the related assets are increased by the same amount as the 
liability and depreciated over the useful life of the asset. Over time the liability is adjusted for the 
change in present value of the liability or as a result of changes to either the timing or amaunt of the 
original estimate of undiscounted future cash flows. 


Asset retirement obligation requires that management make estimates and assumptions regarding future 
liabilities and cash flows involving environmental reclamation and remediation. Such assumptions are 
inherently uncertain and subject to change over time due to factors such as historical experience, 
changes in environmental legislation or improved technologies. Changes in underlying assumptions, 
based on the above noted factors, could have a material impact on Hawk's future financials results. 
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Hedging relationships 


CICA accounting guideline 13, “Hedging relationships” is effective for fiscal periods beginning on 

or after July 1, 2003. This accounting guideline addresses the identification, designation, 

decumentation and effectiveness of hedging relationships, for the purpose of applying hedge 

accounting. In addition, it establishes criteria for discontinuing the use of hedge accounting. Under 
accounting guideline 13, hedging transactions must be documented and it must be demonstrated that the 
hedges are sufficiently effective to continue accrual accounting for positions hedged with derivatives. 
Hawk did not engage in any hedging activities in 2004, During 2005, the Company will assess such 
strategies to minimize the price risk associated with the volatility of commodity prices. 


Outlook 


Since Hawk's inception in April 2003, the Company has been successful in adding value through both drilling 
and acquisitions. The Company has prudently invested $32.8 million to date creating a company which on 
December 31, 2004 produced 1,675 boe/d with proved reserves of 4.2 million boe. The Company has also 
positioned itself with land and seismic to continue the momentum created in 2004. 


The Company has set a capital budget for 2005 of $20 million. This budget will result in the drilling of 40 
high working interest wells. The majority of these wells will be drilled in Hawk's core areas of Retlaw, 
Edmonton, Veteran, Chinook and southeast Saskatchewan. To date in 2005, Hawk has drilled five (3.2 net) 
Wells. Hawk plans on spending approximately 20% of its 2005 budget on deeper, higher risk prospects in 
western Alberta. 


Based on drilling success in the fourth quarter of 2004 and the first quarter of 2005, Hawk is increasing its 
production guidance for 2005 to average 2,000 boe/d with a year-end exit rate of 2,400 boe/d. 


Hawk is well positioned to take advantage of the many excellent opportunities available to grow the 
Company, given its strong balance sheet and prospect inventory. Having transformed from an emerging 
Start-up, into a junior oil and gas producer in 2004, Hawk is continuing its fast-paced growth in 2005, 


Hawk is a Calgary-based emerging oil and gas company engaged in the exploration, development and 
exploitation of oil and gas reserves in western Canada. Hawk's goal is to generate sustainable and 
profitable per share growth in earnings, cash flow from operations and reserves by aggressively pursuing 
focused exploration, exploitation, development and acquisition opportunities in the Company's focus 
areas. Hawk's Class A and Class B shares trade on the TSX Venture Exchange under the symbols 
“HK.A” and “"HK.B" respectively. 


Additional information is filed on SEDAR at www.sedar.com. 


This MD&A was written on March 22, 2005. 


FOR FURTHER INFORMATION, PLEASE CONTACT: 


Steve Fitzmaurice Erik DeWie! 

President and Chief Executive Officer Vice-President, Land 
(403) 262-1204 ext. 1 (403) 262-1204 ext. 2 
Email: stevef@hawkenergy.ca erikd@hawkenergy.ca 


Facsimile: (403) 313-4295 
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HAWK ENERGY CORP. 


Balance Sheet 
December 31 


Page:016-27 


(All amounts in Canadian Currency) 


ASSETS 
Current 
Cash 
Accounts receivable 


Prepaid expenses 


Property, plant and equipment, net (Note 3) 


2004 


$ 491,606 
3,904,957 
__ 81.669 
4,478,232 


31,093,025 


§ 32.57 ie 2ad 


LIABILITIES AND SHAREHOLDERS' EQUITY 


Current 


Bank indebtedness (Note 4) 
Accounts payable and accmied liabilities 
Income taxcs payable 


Future income taxes (Note 5) 
Asset retirement obligations (Nole 6) 


Shareholders’ equity 
Share capital (Note 7) 
Contributed surplus (Note 7(b)) 
Retained earnings 


Commitments (Note 9) 


Approved on behalf of the Board 
Director 
Director 


See Accompanying Notes 
3 


$ 2 


$,529,032 
197,384 
8,726,416 


4,400,030 


1,711,631] 


14,838,077 


17,521,514 
682,362 
2.529.304 
20,733,180 


2003 


(Restated - Note 6) 


$§ 4,670,531 
1,693,876 


120,305 


6,484,712 


14,083,358 


$ 50,000 
3,215,417 
__37,726 
3,303,143 


3,138,694 


_1,261,663 
7,703,500 


12,765,215 
77,764 


__ 21,591 


12,864.570 


$ 20,568,070 
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HAWK ENERGY CORP. 


Statement of Operations and Retained Earnings (Deficit) 
(All amounts in Canadian Currency) 


For the Year Ended 
December 31, 2004 


Revenue 
Petroleum and natural gas sales $ 16,339,062 
Royalties (4,273,455) 
Interest income 45.371 
12,110,978 
Expenses 
Operating 3,077,893 
Transportation 259,613 
General and administrative 838,297 
Stock based compensation (Nole 7(h)) 604,598 
Interest 82,396 
Depletion, amortization and accretion 3.096.655 
7,939.4352 
Income before income taxes 4.15]5526 
Provision for income taxes (Nofe 5) 
Current eG 257 
Future 1.407.556 
1.643.813 
Net income 207 1s 
Retained earnings (deficit), beginning of period C2 3/33) 
Adjustment for change in accounting policy (Nore 6) 34.344 
pee eo | 
Retained earnings, end of period $ 2,529,304 
Income per share, basic and diluted (Note 10) ems sly: 


See Accompanying Notes 
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For the Period 


January 16, 2003 to 
December 31, 2003 


(Restated - Note 6) 


$ 1,634,523 
(321,663) 
mes 2 
1.448.071 


397,415 


_ 312.087 
1.242.198 


205.873 


37,726 
146.556 
184.282 


21,991 
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HAWK ENERGY CORP. 


Statement of Cash Flows 
(All amounts in Canadian Currency) 


j For the Period 
For the Year Ended January 16, 2003 to 
December 31,2004 December 31, 2003 


(Restated - Note 6) 


Cash provided by operating activities 


Net income See S07,113 
Items not affecting cash: 
Stock based compensation 604,598 
Depletion, amortization and accretion 3,096,655 
Future income taxes 1.407.556 


Cash flow from operating activities before changes in 
non-cash working capital 7,616,522 


Changes in non-cash working capital: 


Accounts receivable (1,741,828) 
Prepaid expenscs ' 38,636 
Accounts payable and accrued liabilities 2,461,299 
Income taxes payable 159,658 
917,765 
8.534.287 
Cash used in investing activities 
Additions of property, plant and equipment (20,911,935) 
Proceeds on disposition of property, plant and equipment 295,061 
Changes in non-cash working capital for investing activities _2.383.064 
(17.273.290 
Cash provided by financing activities 
Issuance of share capital 4,999,999 
Share issue cost (389,921) 
4.610.078 
(Decrease) increase in cash and cash equivalents (4,128,925) 
Cash and cash equivalents, beginning of period 4,620,531 
Cash and cash equivalents, end of period $ __ 491,606 
Cash and cash equivalents consists of: 
Cash $ 491,606 
Bank indebtedness - 
$ __ 491,606 
Supplementary information 
Interest paid $ 46,506 
Income taxes paid $ __76,599 
See Accompanying Notes 


5 


ny PART 


77,164 
312,087 
_ 146,556 


357,998 


(1,693,876) 

(120,305) 
565,834 
37,726 


(1,210,621) 
(652,623) 


(13,133,782) 


2,649,583 
(10,484,199) 


17,250,000 
(1.492.647) 


15,757,353 
4,620,531 


$ 4,620,531 


$ 4,670,531 


50,000 
$ 4,620,531 
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HAWK ENERGY CORP. 
Notes to Financial Statements 


For the Year Ended December 31, 2004 
(All amounts in Canadian Currency) 


1. Incorporation and operations 


Hawk Energy Corp, (the “Company”) was incorporated under the Business Corporations Act (Alberta) on 
January 16, 2003. The principal business of the Company is exploration, exploitation, development and 
production of oil and natural gas resetves. All activity is conducted in Western Canada and comprises 4 single 
business segment, 


2, Accounting policies 


Property. plant and equipment 
Petroleum and natural gas (P&NG) properties and production equipment 


The Company follows AcG 16 "Full Cost Accounting", whereby all costs associated with the exploration for 
and development of petroleum and natural gas reserves are capitalized and charged against earnings as 
described below. Capitalized costs include lease acquisition costs, the costs of geological and geophysical 
activities, the costs of drilling both productive and non-productive wells, carrying charges of non-producing 
properties and overhead costs directly related to exploration and development activities. 


Proceeds from the disposal of propertics are applied as a reduction of the cost of the remaining assets. except 
when such a disposal would alter the rate of depletion by more than 20%, in which case a gain or loss on 
disposal is recorded. 


Depletion of oil and gas properties and production equipment is provided using the unit of production method 
which is based upon gross proven reserve volumes. For this purpose, gas volumes are converted to equivalent 
oil volumes based upon the relative energy content where six thousand cubic feet of gas equates to one barrel 
of oil. 


Costs of acquisition and evaluation of unproved properties are initially excluded from the depletion calculation. 
The Company periodically reviews costs associated with unproved properties to determine whether they are 
likely to be recovered. When such costs are not likely to be recovered, or when proved reserves are found to 
be attributable to the properties, the values of these properties are moved to the depletion pool. 


The Company places a limit on the aggregate carrying value of property, plant and equipment. Impairment is 
recognized if the carrying amount of the property, plant and equipment exceeds the sum of the undiscounted 
cash flows expected Lo result from the Company's proved reserves. Cash flows are calculated based on third 
party quoted forward prices. Upon recognition of impairment, the Company would measure the amount of 
impairment by comparing the carrying amounts of the property, plant and equipment to an amount equal to the 
estimated net present value of future cash flows from proved plus risked probable reserves. The Company's 
risk-free interest rate is used to arrive at the net present value of the future cash flows, Any excess carrying 
value above the net present value of the Company's future cash flows would be recorded as a permanent 
impairment. 
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HAWK ENERGY CORP. 
Notes to Financial Statements 


For the Year Ended December 31, 2004 
(All amounts in Canadian Currency) 


Furniture and equipment 


Furniture and equipment is recorded at cost. Amortization is provided thereon at a rate of 20% per annum on a 
declining balance basis. 


Asset retirement obligation 


The Company follows the Canadian Institute of Chartered Accountants standard for Asset Retirement 
Obligation (“ARO”). Under this standard, the fair value of a liability for an ARO is recorded in the period 
where a reasonable estimate of the fair value can be determined. When the liability is recorded, the carrying 
amount of the related asset is increased by the same amount of the liability. The asset recorded is depleted 
over the useful life of the asset. Additions to asset retirement obligations duc to the passage of time are 
recorded as accretion expense. Actual expenditures incurred are charged against the obligation. 


Joint ventures 


Substantially all of the Company's petroleum and natural gas activities are conducted jointly with others and, 
accordingly, the accounts reflect only the Company's proportionate interest im such activities. 


Income taxes 


The hability method is used in accounting for income taxes. Under this method, future tax assets and liabilities 
are determined based on differences between the financial reporting and tax bases of assets and liabilities, and 
measured using the substantively enacted tax rates and laws that will be in effect when the differences are 
expected to reverse. The effect on future tax assets and liabilitics of a change in tax rates is recognized in 
income in the period in which the change occurs. 


Flow-through shares 


The Company will from time to time issue flow-through shares to finance a portion of its capital expenditure 
program. Pursuant to the terms of flow-through share agreements, the tax deductions associated with the 
expenditures are renounced to the subscribers. Accordingly, share capital will be reduced and a future tax 
liability will be recorded equal to the estimated amount of the furure income tax liability of the Company as a 
result of the renunciations, when the renunciations are made. 


Stock options 


The Company has a stock option plan, which is described in note 7. Consideration paid by directors, officers 
and key employees and consultants on the exercise of stock options is credited to share capital together with 
the amount previously recognized in contributed surplus. 


Awards of stock options to employees and non-employees are accounted for in accordance with the fair value 
method of accounting for stock-based compensation. The fair value of stock options is determined using the 
Black-Scholes option pricing model. Under the fair value method, the amount to be recognized as expense is 
determined at the time the options are issued and is deferred and recognized in earnings over the vesting period 
of the options with a corresponding increase in contributed surplus. 
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HAWK ENERGY CORP. 
Notes to Financial Statements 


For the Year Ended December 31, 2004 
(All amounts in Canadian Currency) 


Revenue recognition 


Revenues from petroleum and natural gas sales are recognized when title passes from the Company to its 
customer. 


Per share data 


The Company utilizes the treasury stock method in the determination of diluted per share amounts. Under this 
method, the diluted weighted average number of shares is calculated assuming the proceeds that arise from the 
exercise of outstanding, in-the-money options are used to purchase common shares of the Company at their 
average market price for the period. Unrecognized stock-based compensation form current grants is treated as 
proceeds used to purchase common shares. 


Measurement uncertainty 


The amounts recorded for depletion and amortization of oil and natural gas properties and equipment and the 
provision for asset retirement obligations are based on estimates. ‘The ceiling test is based on estimates of 
proved reserves, production rates, oj] and gas prices, future costs and other relevant assumptions. By their 
nature, these estimates are subject to measurement uncertainty and the effect on the financial statements of 
changes in such estimates in future periods could be significant. 


3. Property, plant and equipment 


1004 2003 
Accumulated Net Net 
Cost amortization book value book value 


P&NG properties and production equipment $ 34,355,658 $ 3,278,065 $31.077,593 $14,071,608 
Furniture and equipment 21,235 3,803 15.432 11.750 


$ 34,576,893 $3,285,868 $31,093,025 $14,083,358 


The Company has capitalized $422,645 (2003 - $193,124) general and administrative costs during the year 
ended December 31, 2004, 


Unproved property costs of $3,613,282 (2003 - $1,074,200) and estimated salvage value of $1,377,950 (2003 — 
nil) have been deducted from and future capital cost of $3,554,000 (2003 — Nil) has been added to costs subject 
to depletion and amortization for the year ended December 31, 2004. 
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HAWK ENERGY CORP. 
Notes to Financial Statements 


For the Year Ended December 31, 2004 
(All amounts in Canadian Currency) 


3. Property, plant and equipment (continued) 


An impairment test calculation was performed on the Company’s property, plant and cquipment at December 
31, 2004 in which the estimated undiscounted furure net cash flows based on estimate future prices associated 
with the proved reserves exceeded the carrying amount of the Company’s petroleum and natural gas properties. 


The following table outlines priccs used in the impairment test at December 31, 2004: 


Year Oil ($/bbl) Gas ($/Mcf) NGL ($/bbl) 
2005 $43.86 $6.35 $39.76 
2006 41.91 6.13 37.33 
2007 40.09 5.96 35.63 
2008 38.03 5.81 33.86 
2009 35.80 5.81 31.78 
2010 35.25 5.82 30.74 
2011 35.21 5.82 30.75 
2012 35.24 5.83 30.73 
2013 35.71 5.94 31.25 
2014 35.95 6.03 32.14 
2015 36,30 6.14 32.50 
2016 36.95 6.30 33.08 


4. Bank indebtedness 


On June 24, 2004, the Company entered into a revolving reducing demand credit facility agreement with a 
bank for $12,000,000 at an interest rate of prime plus one-quarter percent per year. Starting July 31, 2004, the 
amount of the facility available was reduced by $600,000 per month. This credit facility 1s collateralized by a 
general assignment of book debts and a $25,000,000 debenture with a floating charge over all assets of the 
Company and will be reviewed periodically. As at December 31, 2004, no amount was drawn on the bank 
facility except for a $20,000 letter of guarantee issued to the Government of Saskatchewan which expires 
February 11, 2005. This letter of guarantee will be renewed periodically until the wells in Saskatchewan are 
abandoned. As of year cnd, the Company’s guarantees were negligible. 


Subsequent to year end, the Company increased its demand credit facility to $14,000,000 effective January 20. 
2005. Starting February 28, 2005, the amount of facility available will be reduced by $450,000 per month. 
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HAWK ENERGY CORP. 


Notes to Financial Statements 


For the Year Ended December 31, 2004 
(All amounts in Canadian Currency) 


Income taxes 


The liability for future income taxes on the Company's balance sheet is comprised of the following temporary 


differences: 


Future income tax liabilities 
Property, plant and equipment 
Future income tax assets 
Share issue costs 
Assel retirement obligation 
Non-capital losses carried forward 


2004 
§ 5,482,608 
(456,938) 
(612,512) 
(13,128) 


$ 4,400,030 


2003 

§ 4,231,069 
(446,848) 
(486,390) 
(159.137) 


$ 3,138,694 


The income tax provision differs from the expected amount computed by applying the Canadian combined 
Federal and Provincial income tax rate of 40.97% (2003 — 40.75%) as follows: 


Computed “expected” income tax expense 
Add back: 

Stock based compensation 

Non-deductible Crown charges 

Non-deductible meals and entertainment 
Deduct: 

ARTC 

Resource allowance 

Saskatchewan capital tax 

Change in tax rate and other 


Large Corporation and Saskatchewan tax 
Large corporation tax 
Saskatchewan tax and resource surcharge 


As of year end, the Company has tax pools as follows: 


Undepreciated capital cost 

Canadian exploration expenses 
Canadian development expenses 
Canadian oil and gas property expenses 
Share issue costs 

Non-capital losses carried forward 


Less tax pools renounced but not incurred 


$ 


$ (1,700,880) 


(247,704) 
(901,186) 
(5,874) 


204,850 
845,874 

30,138 
367,226 


Se 


(1,407,556) 


_(236.257) 
$ (1,643,813) 


5,492,205 
3,305,197 
1,624,219 
5,626,954 
1,207,523 
32.844 
17,288,942 


$ 17,288,942 


S$ (83,893) 


(29,939) 
(83,129) 
(2,245) 


4,190 
9,240 
4.718 
34,502 


ae ee 


(146,556) 


(13,032) 
(24.694) 


$ (184,282) 


§ 2,403,530 
258,975 
227,276 

4,851,763 
1,194,117 
401,659 
9,337,320 
(4,396,340) 


$ 4,940,980 
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HAWK ENERGY CORP. 
Notes to Financial Statements 


For the Year Ended December 31, 2004 
(All amounts in Canadian Currency) 


6. Asset retirement obligations 


In 2004, the Company adopted the recommendations of the Canadian Institute of Chartered Accountants on 
accounting for asset retirement obligations. These recommendations replaced the previous policy on future 
site restoration, and as a result, have been treated as a change in accounting policy. The Company adopted this 
policy retroactively with the restatement of the 2003 financial statements. Implementation of this accounting 
standard did not affect the Company’s cash flow or liquidity. 


The asset retirement obligation is initially recorded at the estimated fair value as a long-term liability with a 
corresponding increase to property, plant and equipment. This fair value is determined through a review of 
engineering studies, industry guidelines, and management’s estimate on a site by sitc basis. The depletion and 
amortization of property, plant and equipment is allocated to expense on the unit-of-production basis. The 
liability is increased each reporting period for the fair value of any new future sitc reclamation costs and the 
corresponding accretion on the original provision. The accretion is charged to earnings in the period incurred. 
The provision wil] also be revised for any changes to timing related to cash flows or undiscounted reclamation 
costs. Actual expenditures incurred for the purpose of dismantlement, removal, abandonment and site 
reclamation are charged to the asset retirement obligation to the extent that the liability exists on the balance 
sheet. Differences between the actual costs incurred and the fair value of the liability recorded are recognized 
to earnings in the period incurred. 


The previously reported 2005 amounts have been restated due to the retroactive application of this new 
standard. The effect of this change on the January 1, 2004 balance sheet was an increase in property, plant and 
equipment of $1,255,224 and the recognition of an asset retirement obligation of $1,261,663. The change in 
accounting for asset retitcment obligations as compared to the site restoration approach resulted in an increase 
in retained earnings of $34,344 and an increase in future income tax liability of $13,070. The following table 
reconciles the asset retirement obligation associated with the retirement of petroleum and natural gas 


properties: 

Asset retirement obligation, January 16, 2003 $ - 
Liabilities incurred 1,258,428 
Accretion expense 3,235 
Asset retirement obligation, December 31, 2003 1,261,663 
Liabilities incurred 328,329 
Accretion expense .: 121,639 
Asset retirement obligation, December 31, 2004 $ 1,711,631 


The Company estimates the undiscounted cash flows related to asset retirement obligations, adjusted for 
inflation, to be incurred over the estimated reserve life of the underlying assets to total approximately 
$4,150,953. The fair value at December 31, 2004 is $1,711,631 using a discount rate of eight percent and an 
inflation rate of two percent, The expected period until settlement ranges from 2 years Lo 25 years, 
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HAWK ENERGY CORP. 
Notes to Financial Statements 


For the Year Ended December 31, 2004 
(All amounts in Canadian Currency) 


7, Share capital 


(a) 


Authorized 
Unlimited Class A common voting shares 
Unlimited Class B common voting shares 


Issued 
Number 
of Shares Amount 
Class A common shares 
For cash as initial private placement 4,000,000 $ 1,000,000 
Issuance of flow through shares 3,700,000 925,000 
Share issuance 3,500,000 7.000.000 
Share issue cost, net of tax effect ; - (313,918) 
Tax effect on flow through sharcs - (356,125) 
Class A common shares, as of December 31, 2003 11.200,000 8,294,957 
Share issuance 1,785,714 4,999,999 
Share issue cost, net of tax effect a alee _ (243.700) 
Class A common shares, as of December 31, 2004 12,985,714 13,011,256 
Class B common shares 
Tssuance of flow-through shares 832,500 §,325,000 
Share issue cost, net of tax effect - (609,617) 
Tax effect on flow-through shares Hp 2 ee (3,205,125) 
Class B common shares, as of December 31, 2003 
and December 31, 2004 832,500 4,510,258 
Balance, end of period $ 17,521,514 


As of year end, no shares were held in escrow. The Class B shares are convertible at the option of the 
Company at any time after June 30, 2006 and before June 30, 2008 into Class A shares, The conversion 
is calculated by dividing $10 by the greater of $1 and the then current markct price of Class A shares. If 
conversion has not occurred by the close of business on June 30, 2008, the Class B shares become 
convertible at the option of the shareholder into Class A shares on the same basis. Effective August 1, 
2008, all remaining Class B shares will be deemed to be converted into Class A shares on the same 
basis. 


Pursuant to the May 22, 2003 public offering prospectus, the Company offered for sale a maximum of 
9,250 units through a prospectus offering. Each $1,000 unit consisted of 400 Class A flow-through 
shares at $0.25 per share and 90 Class B flow-through shares at $10 per share, Consequently, the 
Company issued 3,700,000 flow-through Class A common shares and 832,500 Class B common shares 
and agreed to incur $9,250,000 qualifying flow-through expenditures. Pursuant to the terms of 
flow-through share agreements, the tax deductions associated with the expenditures are renounced to the 
subscribers, As of year end, the Company has incurred all qualifying expenditures totaling $9,250,000. 
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HAWK ENERGY CORP. 


Notes to Financial Statements 


For the Year Ended December 31, 2004 
(All amounts in Canadian Currency) 


7. Share capital (continued) 


b) Stock options 


The Company has a Stock Option Plan that is granted by the board of directors to directors, officers, 
employees of and consultants to the Company. Under the terms of the plan, the Company has reserved 
an amount of Class A shares for options equal to 10% of the issued and outstanding Class A shares. 
Options granted under the Plan will have an exercise price which is not less than the price allowed by 
Tegulatory authonties, will be non-transferable and will be exercisable for a period not to exceed five 
years. The options will vest one-third on each of the first, second and third anniversaries of the date of 
grant. No one optionee is permitted to hold options entitling such optionee to purchase more than 5% of 
the issued and outstanding Class A shares. 


For the Year Ended January 16, 2003 to 

December 31, 2004 December 31, 2003 
Weighted Weighted 

Number of Average Number of Average 

Options Exercise Options. Exercise 

Outstanding, beginning of period 770,000 $0.35 : $ 
Granted $22,500 2.76 770,000 0.35 
Cancelled (15,000) 0.35 = preter 
Outstanding, end of period 1,277,500 134 770.000 0.35 
Exercisable, end of period 25077 $ 0,35 ° See 


Since January 16, 2003, the Company calculated the non-cash compensation expense using the Black- 
Scholes option-pricing model based on the following assumptions: 


Date Number of Risk free Time to Fair Value 

of Options Expected Interest Exercise of Granted 
Grant Granted (Net) Volatility Rate (Years) Options 
June 6, 2003 755,000 150% 4% a $ 218,950 
January 6, 2004 310,000 150% 4% 3 659,153 
March 19, 2004 30,000 150% 4% 3 58,881 
September 9, 2004 182,500 150% 4% 3 462.674 
1,599,658 

Stock based compensation expense recognized in 2003 (77,764) 

Stock based compensation expense recognized in 2004 (604,598) 
Amount for future recognition S71 7296 


8. Related party transaction 
On August 31, 2004, the Company disposed of oil and gas properties, through a marketed competitive bid 
process, to a corporation owned by persons related to an officer of the Company for an exchange amount of 
$263,000. 

9, Commitments 


The Company is committed to a minimum annual lease payment of $24,850 under a rental agreement for 
office space unti] September 2005. 
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HAWK ENERGY CORP. 
Notes to Financial Statements 


For the Year Ended December 31, 2004 
(All amounts in Canadian Currency) 


Per share data 


Basic per share data per Class A and Class B shares is based upon the weighted average number of Class A 
shares and the weighted average number of Class B shares outstanding during the period. For the purpose of 
per share data calculation, it is assumed that the Class B shares are converted into Class A shares using the 
December 31, 2004 trading price of $3.59 (December 31, 2003 - $2.85), Diluted per share data is based upon 
the weighted average number of Class A and Class B shares outstanding during the period after giving effect to 
the exercise of the share options. The total weighted average number of Class A and Class B shares are as 


follows: 
For the year ended 
December 31, 2004 
Weighted average number of Class A shares 12,109,980 


Deemed conversion of Class B shares to Class A shares 
(Weighted average number of Class B shares times 
$10 divided by period end trading price) 


832,500 x $10/$3.59 (2003- 498,546 x $10/$2.85) 2,318,942 
Equivalent Class A Basic shares 14,428,922 
Equivalent Class A Diluted shares 15,161,170 


Financial instruments 


For the period ended 
December 31, 2003 


5,487,965 


1,749,284 
237,249 


1,896,594 


The Company's financial instruments consist of accounts receivable and accounts payable and accrued 
liabilities. Unless otherwise noted, it is management's opinion that the Company is not exposed to significant 


interest, currency or credit risks arising from these financial instruments. 


The fair values of financial 


instruments that are included in the balance shect approximate their carrying amount due to the short-term 


maturity or the floating rate nature of those instruments. 


Comparative figures 


Certain comparative figures have been reclassified to conform with current year’s presentation. 
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